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Why your investments seldom make
you happy, and what you can do about it

BY JAMES COWAN

PHOTOGRAPH BY MELISSA LYTTLE

athlesn Gurmey visited her
first brokerage firm nearly
thiree decades ago, asa yvoung
peychology professor with a
burgeonkng private practice
ancl soamee cash to bnvvest, She knew financial
planning was important but had no clear
sense of what she wanted o do with her
money. The broker asked her some simple
queestions: When did she want to retine?
How much risk was she willing 1o accept?
But answering even these basic queries
proved difficuls. =1 found mysell giving him
socially desirable answers,” she Lays, She
criaved financial stability. And ver, when

he asked her about risk tolerance, she re

spomded, “0h, well, you know, | think I'm

a predty good risk taker.”
A the interview progressed, Gurney ex

perienced what she knew, as a paychologise,

was a panks stack. The Bct she recognized
the sympeoms offered no comBort, =1 kost my
ahility to hear what he sald. | couldn’t keep

rack of the products he offered,” she says.

*I left asking, "My gosh, why was that such
an uncomdortable sicaation for me?=

That question became the focus of Gurs

aEy's prodfessional career, She dizscovered
no goad pevehological research had been
aimed at helping investors honestly nssess

their imancial goals, risk tolerance and ar-

deudes toward money [n general. So she
spent 4l years developing a questiondaire
to help individuals uncover thelr Ainamcial
fectings. After testing the anahntical quiz
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of thatizands, and then tens of thousands,
of investors, Gurney claims people fit into
nine “money personalities.” You might be
a risk-seeking “High Roller,” a loss-averse

“Safety Player™ or a self- confbdent “Maney
Masrer.” Your approach to stocks, bonds,
retirement savings and personal debs will
viry greatly depending on your personal:
iy, And before an investment adviser can
analyze your finances, they need to analyze
you, according w Gurney, “The ability to
take rigk, any risk, depends on them being
coemlortalde with hos ic fits Into their 1ife,”
she sayvs. "You can tell them whar ks good
for them, but that's appealing to the ratho-
Al part of thelr brain. But most people will
mmake their financial decisions emotionally,
niot rationally,”

Gurmey ks among a growing naember of fi-
icancial educators, nvestment advisers, bro-
kers and wealth advisers who use lessons
gleaned from psychology, cognitive theory
and even neuroscience to find better ways
1o help thedr cllents. Advisers now employ
technigues stolen from memal health pro-
fessionals to put their clients “on the coich,”
bath 1o understand their motivatdons and
assuage their fears when things go awry.
And while many, lke Gurney, have worked
Ini this feld for decades, interess in Enves-
tor psychology has skyrocketed in recent
years. The reason? It was once possible for
investment professionals 1o pretend they
were engaged in a largely ratonal exercise.
Alter all the fear, sadness, anger, gutlt and




special report

| recrimination broaght on by the recent
banking and housing crises, it is chear that
emotbonal understanding i an integral part
_r of financial planning.
i “It’s absolwtely o blg-time, growdng Hedd,”
I sas Frank Murtha, 3 New York-based psy-
chobogist and partmer in MarketPsyeh, a
i consulting firm that offers training 1o finan-
[ cial adwisers and similar professionals.
| “Whien we started out in 2002, nobody knew
what the hell we did. Now tlere are mone
and more folks-Hetle firms, scademics, in-
| hose ivisers—who essentially do behay-
1 ; ioural finance and work with financial ad-
| | visers on how they can better meet thelr
cliente’ needs.
i The mounting interest in applying psy:
| &3 chological principles 1o personal fnance
Is likely part of an ongoing evolution, g
cording to Murtha, who co-authored the
| book MorketPspch: How to Mamage Fear amnd
" Build Yeur Investor Ldentity, A generation
ago, he notes, most investors dealt with
stockbrokers, who executed transactions
ofn thelr cdienes” behalf, perhaps oocasion:
ally sugmestinge a hot pick. Ower time, these
professionals stared offeribng more com-
prehensive financial planning and became
known as financial advisers. Butr Murtha
says the day s coming when Investors vl
thetr “fancial counsellors,” a semantic
shilft recognizing people now reguine emo-
thonal supgsirt along with advice on choos-
1 § img the best murtual fund. “There used to
1] : b a motion than puting rogether a plan for
n - a chient was as simple a5 asset albocation; it
i '= wis a pie chart,” he says. “But what i the
besit imvestment for folks in theory doesn'
i work undess they can follow it,”

Gurney dheseribest the shift as a move from
product-based o cliemt-hased investing ad-
vioe, "Don't sell a product, <&l a parnership,”
she says. And building a panmership with
a client begins with determilning why they
are imvesting in the first place, according 1o

' Bruce Sellery of Moolala, a Calgary financial
. ! | education Arm. He argues that everyone uses
recmey for differemt purposes—from fcilitat:
. Ing adventwre to serving thelr commianity to
supporting thelr Bmily-yer most imancial
planning assumes clients have one of two
possible goals: preparing for retlrement or
accumulating more possessions. “The real-
Iy great financial advisers work with cdients
ot *What's your life for?” And the money is
the tool 1o reach thar goal,” he s, “Most
of the time when vou go to an adviser, they
ask, “When do you want to rethre?” It's a fif-
tastic goal, but insuffickent.”

The: financial educator begins many of his
seminars with a question: “What is money
for® If someane wanis adventure and new
experiemnes, they are better mastnvated with
the thought they could withdraw their RRSP
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comiributions in r'|l.¢-:.';-:|r~§ tor v luindeer in A
rica than with promises of an odd age spemnt
in Fort Lansderdade. = People wio hive acon
text bor money that excites thém are more
likehy 1o clo the crappy events of iling thelr

taxes, putting in thelr RREP contributions,

geqring rid of thelr credio cand debi-all that
suff which in and of itself is completely bar
ing." Seflery says

For their part. advisers need to show in
viestors how their imancial plans align with
their larger goals. And that doesn't mean
providing a mountain af infofmanon on
historical returns. Sometimes, an adviser
must understand a clbent’s motivations
even when the cllent does not. Murtha re
calls one cllent of a colleague whe inherived
a substantial sum from his father's esdate
Bt thie client kept delving transtesring the
maney to his oo sdviser, leavine it in the
care of the firm his Bather used. The client
eventually said e was leaving the inheri
tance where It was. “Let’s just work with
sy imoney,” the client sabd

“His wording said a lot,” explains Murtha,
“He didn't consider it his own momey. And
thee adviser had Failed to consider the eimido-

tions, incheding a |itle ba o !.{‘ll.i|1. a back of
canership and mayvbe o feellng that making
thie momey would make him feel the boss of
his father. I you're that adviser, you need
to have somse good conversations with your
client. And those aren't easy. There’s no
maght key that unkocks the door,

In the absence of that Bey, Hwvestmen
firms are trving o devedop i than tar US|

clients ensotions adong with thelr invellecs.

Pwielve yvears ago, Denver Investments, a
L5, investment management firm, created
a graph that correlates movement in the
stock market with the emotional reactions
af nvestors, The widely cGirculated image
found renewed popaelarity over the past
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two years, [n Canada, Manulie Investments
and CIBC Asset Management's Renuissanoe
Investments wene among those (o republish
the image. Dubbed “The Cycle of Market
Emotlons.” the graph features an umndulat
ing line that represents peaks and troaghs
Im the stock marked, A feries of markers
pinpaing emational responies o marke
changes. Om the upward slope, the mood
moves from optimism (o enphorta; on the
wiay down, emotions slide from anxlety vo
depression. The graph also notes that when
Investors are feeling euphoria, they are at
[I:p,-ir"|1-:.r.1|r.-.:-z'r|1',|~:|n1|:||r|
Anancial risks™ while de-
pression corresponds
with the "point of max-
imum hnandcial oppor-
151 The message?
When you feel most de
spondent about vour
paortiodice and are ready
o abandon the market,
that's the: time to spend
even mare. And when
vou are feeling invul-
nerable? Be very, very
careful., By being aware
of hiow emations affect decision-making. a
client can bearn when (o Hsten fo his gt
and when o gnose it

within the investment community, there
are numenous nitlatives desimed 1o helght
en the emphasis on investor psychology
Brandes Investment Partners, the Cana
dian offshoot of the American investment
adviscry firm, encourages advisers to craf

a “stress management plan™ with their cli-

ents. Drafted during 2 sable period in the
markets, the plan outlines Bow am invessos
will respond to o markef crash. The ldea B 1o
have a contingency plan ready that ks driven
by reason rather than emotion. *{The plan]

The day is
coming when
investors

visit their
‘financial
counsellors’

mighit say vou'ne godng to realbocate to Vour
iggest underperformer, vou might take a
market holiday and mot check the market
for 25 days,."” savs Leah Brock, senior vice-
president of marketing for Brandes. “You
might £av you're going to take mone long
wilks to relicve stpess ™

Brandes also equips investment sdvisers
with a whimsbcal ool called the Whee] of
Emation. The device s based on research
that suggests investors become more anx:
ious with the frequency they examine their
wtatements, regandless of how the mar fomt 5
performing. By spinming
the wheel, clients leamn
they have a 93% chance
of seeing a gain if they
onby ook ag thedr seane-
M OfcE 3 VEAr, Oom-
pared with a 54% if they
look once & day, To clar
ify what this might mean
b0 an imvestor's maood,
ithe wheed also has @ lis-
the happy face beside
the data for checking
vearly, and a sad, sniv-
elling, worrled face be-
sidde checking dally. “it's a super-effective
lintle good. 1*ve even used it with my own
mother,” Brock says. “And now, she's com:
fortable o ke her stavements, put them in
a o, not open them, and then only take a
look at thie end of the year if shie really fimals
it's necessary,”

Of course, addressing imoesions ;:-h:r-'.'hll-
logical meds involves more than the use of
clever gadgets, Mamy Investment advisers
iy estiplow Hstendng and problem-sobving
tosods orrosved directly from the psychoelo
gists office. Advisers who work with Brandes
are cquipped with a so-called “IDEAS" script,
with each letter identifying a different step
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says Brock, “We weren
designed to be savers
and Investors: We were
dlesigned to be hunters
and gatherers. Really
good advisers under-
stand that frvesting for
miost peaple is a coun
terintuitive process,”
While growing num-
bers of [nvesting profies-
slomals seem ready 1o
embrace psychological
techniguees, Gurmey wor
ries it odgght all be a Fad.
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km thee process: Ingukre about how the other
person i doing: Describe things vou hear;
Empathize with the client; Add your owm
polnn of view, Sugoest a solution, The goal
is to relax an emotional chient 1o tee poini
wiene thary will actually listen toadvice. “The
advisers who enbrace the whode behavioural
aspect or paychological aspect truly appre
ciate how payehokegically challenging sy

ing and ivesting can be 1o human beings,”

Hold on to your
company's most
valuable asset

Our Group Benefits and Group Autd and Home nsurance
solutions attract top performers and win their loyalty.

The right group insurance plan can make all the difference,
Call us today to see how The Co-operators multi-product
plans and programs can meet all of your company’s group

insurance needs in one stop.

Group Auto and Home: 1-800-880-6588

Group Benefits: 1-888-633-6349

Or online at www.cooperators.ca/group
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soem like agood kdea af-
ter the high emotion of
the past pao years, b
the motlon may lose b
appeal once the market recovers and adwis-
ET% nevert 0 analyEing numbers, not |'_|l['\-|:||:|||'_l'
“Ir's ol very dificult 1o get a big instinstion
o sigm om oo & different way of dodng busi-
naess, adopaing it training thedr sales force,
speak (o consmmers in a new way, " she says.
“They are still wery product-oriented.”
There are also financial digncentives that
muake it difficult o bukld relaionshdps with
clients, particularly those with limbted cadh
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to speind. I somedne has only $10,000 to
bvest, [|'||.':.."|.'~|.' likedy worth only a ﬂ:l1_l.F||I_" of
hundred bucks o the adviser, *With over
head, how much tme should they spend
with yvou in order to make It proficable?”
il Sellery. “Maybe a half an hour? So the
Wy the economics af the business iz et
up, ir's really greas ar £500,000 and above,
They're mot as great ot SH,0040,

He aclls that not all advisers are nanerally
inclined towand touchy-fecly conversations
with their clients, “Sone of the people who
get involved In financial advising come at §
from a humaniste perspective—they want
tix make a difference-and some are awe-
sofme af math, That type of person migh;
e 3 harder time gitting down with a cli
ent and saving, ‘Let's dream,” These are
tough siteations.”

Discomfion can be overcome with practice,
Sellery says, noting that almost all financial
aidvisers have their clients’ well-being as
thedr iop praoeity. Even bor thode disinclinesd
o book beyond their spreadsheets and pie
charts, Murtha contends the evolving role
ol im'estment advisers will soon mean they
cold a1l bemefit From Paychology 101,

“The emotional elements that wnder]ine
the deciston-making process are so integral,”
he says, “If you're not factoring them in,
you'll get left behind.” §
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